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ABSTRACT 



This research tested some aspects of the ccntingercy 
modal of management, specifically wherher firms in rhe 
apparel, wood, chemical and aerospace indnstries adapted 
their budgerary processes to the narure of rheir respective 
environments. The hypotheses were that there are no differ- 
ences in the budgetary processes of companies operating in 
different industries, and that there are no differences in 
the budgetary processes of high and low-performing companies 
within the same industry. 
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I* IHTRO DUC TIQH 



A. OVERVIEW 

The ''Conning sney Thaory" of aaaagenisnt states that the 
perfotmance of an organization is a fanenion of rha degree 
of "fit'* between the characteristics of its envir onnenr ana 
those of its management systems, Lawrence and Lcrsch 
[Sef. 1], Burns and Stalker [Set. 2], Woodward [Hef. 3]. 
Therefore, organizations operating in different environnenrs 
ought to approach decision making (and in paroicuiar budg- 
eting) differently, these differences being related rc those 
between rheir respective en vir onments. Ihere is a pauciry 

of empirical information on how organizations actually adapr 
their budgeting activities ro rheir environments. Tne 
purpose of this research is to explore the narure of the 
adaptations of budgeting sysrems to one different enviren- 
ments in firms taken from four differenr indusrries: (aero- 
space, wood and paper products, chemical, and apparel). 
More specifically, this study will: 

1. Compare and contrast the budgetary processes employed 
by firms in one industry, with those used in the 
three other industries. 

2. Examine whether cr not the "high-performers" in an 
Indus- have budgerary processes that mere closely 
"fit** their environmenr. 

Hopefully the research findings will assist managers of 
organizations to evaluate their own budgetary systems in 
view of the techniques employed in their industry. 
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BACKGROUND 



The works of Burns and Stalker, woodward, and Lawrsnce 
and Lorsch, suggest that different external technical and 
economic conditions require different organizational 
systems. Burns and Stalker [Ref. 4], point out that organi- 
zations in more stable industries tend to be more "mechan- 
istic", their management being characterized by more 

reliance on formal rules and procedures, decisions reached 
at higher levels, and narrower managerial spans cf control. 
Conversely, organizations operating in more dynamic indus- 
tries tend to be more "organic", characterized by wider 

spans of supervisory control, lass reliance upon formal 
procedures, and emphasis on dacision making at the middle 
levels of the organization. 

Budgeting is a key managamant tool for any organization, 
regardless cf its environment . If the contingency theory is 
valid, then one should find differences in the budgeting 
systems of firms opperating in different environmants where 
different technical and economic conditions prevail. 
Furt her emore, the "successful" organizations, (meaning the 
"high-performers") , in one type of environment should show 
strong similarities in the design of their budgeting 
systems, as the "fit" between the budgeting system and the 
characteristics of the environment is a necessary condition 
for high-performance in the contingency model. Conversely, 
it is hypothesized that the low-performers will have more 
diversity in their budgeting systems as the "fit" with the 
environment will not necessarily be present. 

Merchant [Ref. 5], recognized that few empirical 
research studies had been conducted in accounting to opera- 
tionalize the contingency model of management. He conducted 
an empirical research to test the hypothesis that organiza- 
tional performance is higher where there is a "fit" between 
the corporate context, or internal environment. 
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and the design and operation of tae budgeting sysnem. He 
defined ~ha internal environment of the organization as tie 
size, diversity, and degree of decentralization, and sought 
to determine the effects of these variables on corporate 
budgeting processes and practices in the electronics 
industry. iarchant's findings were that psrfornanca, meas- 
ured by individual self-ratings, was higher for organiza- 
tions where the type of budgetary strategy adopted 
(administrative versus interpersonal) conformed to the size 
and diversity of the company. This study uses instruments 
adapted from Msrcaant to measure the characteristics cf the 
budgetary processes. However, it seeks to isolate the effect 
cf the external environment on the organization's oudgetary 
processes rather than that of internal environmental vari- 
ables. For this purpose, four industries have been selected 
each characterized by different technological and economic 
conditions. 



9 



II. THE PRESENT STUDY 



A. PURPOSE 

The purpose of this research is to examine the charac- 
teristics of the budgetary processes employed by firms in 
four industries, and to study tne effects of the external 
environment on those processes. 

B. HYPOTHESES 

In their null form the hypothesis tested in this 
research are the following: 



1 . 



There are no differences in the budgetary processes 
of firms operating in different industries. 



2 . 



There are no differences in the budgetary 
of high and Icw-pe rforaing firms within 
industry. 



processes 
the same 



C. TBS VARIABLES 



This study examines the effect of the independent vari- 
able, "the envir cnment" , upon two dependant variables: the 

characteristics of a firm's budgetary process, and it's 
performance. These three variables are operationalized 
successively: 

^ g nyi rv onm ent 

This research uses Duncan's model to define and 
classify relevant types of environments. Duncan described 
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the environment as the totality of the physical and social 
factors that are taken into consideranion in the organisa- 
tion. He farther dif f er enniat ed betueen the system’s 
internal and external environment; 

The internal environment consists of those relevant 
physical and social factors withrn the boundaries of the 
organizatipn or specific decision unit tnat are taken 
directly into consideration in the decision-making 
behavior of individuals in that system. Tne externax 
environment consists of those rexevant Physical and 
social ractors outside the boundaries of the organiza- 
tion or specific decision unit that are taken directly 
into consideration [Ref. 6] 

Duncan identified a number of components, or major 
divisions of an environment, and for each component he 
further identified a number of factors. The list of compo- 
nents and factors is reproduced in appendix A. 

Duncan inferred from the previous work or organiza- 
tional theorists that two environmental dimensions existed: 
the simple-complex dimension and the static-dynamic dimen- 
sion. An environment is classified as simple if the factors 
in the decision unit's environment are few in number and are 
similar to one another in that they are located in a few 
components. It is classified as complex if the factors in 
the decision unit's environment are large in number (ibid). 
Ine ether dimension of the environment, static-dynamic, 
indicates the degree to which the factors of the decision 
units internal and external environment remain historically 
unchanged (static), or are in a continual process of change 
(dynamic). The static-dynamic dimension consits of two sub- 
dimensions. The first considers tne degree to which factors 
in the int ernal/external environment remain unchanged over 
time, or continue to change. The second focuses on the 
frequency with which new and different factors must be 
considered by individuals in the decision making process. 



Duncan's conceptaa lizatioa of t.he envircnnent is 
expressed in Appendix B. Combining tns two dimensions 
produced four cells, each cell representing a -ype or envi- 
ronment charact arized by its level of complexity and its 
chan geability. The four cells, rherefore, represent an 
increasing degree of perceived uncerrainty for rh = indi- 
vidual decision makers, cell one (siaple/static) repre- 
senting the lowest level, and cell four (ccmplsx/dy namic) 
the highest level of uncertainty. 

Four industries were chosen for this research, each 
having an environment corresponding to one of Duncan's 
cells. The selection of the industries was oased on the 
opinions of several experts in the fields of ccrpcrate 
finance, economics, and maiiagement. The apparel manufac- 
turing industry was selected to represent cell number one, 
typified by relatively few factors and components in the 
environment, that are somewhat similar to each other, and 
which remain constant over time. 

Cell two, characterized by a large number of factors 
and components in the environment that are relatively 
dissimilar yet basically constant, is represented by the 
wood, paper and paper products industry. Companies in this 
industry must consider a wide variety of factors such as: 
demand fluctuations precipitated by construction trends, 
environmental impacts, the effects of weather on its sources 
of supply, the effects of pests/ parasites, government regu- 
lation on wood cutting, etc. These factors bear little 
similarity to one ancther and have been historically rele- 
vant factors in this industry. 

Cell three, represented by the chemical industry, 
has an environment typified by a small number of factors and 
components, somewhat similar to each other, but subject to 
considerable change. The rapidly expanding technology of 
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today's society has made it imperative that chemical 
manuf acrurers constantly change internally in order to 
supply those produces demanded by rheir markets. 

The fourth and final cell is rhe most dynamic, and 
exemplifies an environment with a large number of factors 
and components. The factors and components are not similar 
to each other, and are continually changing. The aerospace 
industry was selected to represent this environmental cell. 
Firms in this industry must consider a very large number of 
factors, often very dissimilar, such as raw materials scar- 
city, uncertain demand, la nor shortages/disputas , economic 
uncertainties, etc. Furthermore, the aerospace industry is 
at the icrefront of technology, rn tne most dynamic of the 
four environments. 
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9.. the use of computer generated models or simalaricas 

10. rhe use of flexible or zero-based budgsriag zechnr- 
gues 

The first part of the "behavioral” questionnaire 
used by Merchant was an abbreviated version of the Swieringa 
and Mcncur questionnaire [8ef. 7 ]. 

Merchant performed a factor analysis on his data 
which identified sis factors. For this research, the highest 
loading variables in each of Merchant's factors were 
retained, in total eighteen of the thirty-seven items in 
Merchant's survey were used. Merchant's factors and highest 
loading variables are presented in Appendix C. 

In addition to this questionnaire, the four other 
instruments used by Merchant were retained for this 

research, ie. 

1. a five-item scale measuring the usefulness of budg- 
eting, developed by Swieringa and Moncur (ibid) , and 
3runs and 'waterhouse [2ef. 8], 

2. the three-item Hackman and Porter scale measuring 
motivation and attitudes (Ref. 9], 

3. a seven-item Hackman and Porter (ibid), scale meas- 
uring the link between budget parformance and the 
corporate reward system 

4. a series of questions dealing with slack and manipu- 
lation in the budgetary process 

The ccmplete "behavioral" questionnaire is therefore essen- 
tally that used by Merchant, but reduced in length where 
possible. 

D. PEBFOEflAHCE 

The specific firms chosen to represent each industry 
were selected from Fortune Magazine's list of the five- 
hundred largest and five hundred second largest industrial 
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corporations in the United States. These conpanies are 
ranked by gross revenues. The sanple included all the 
companies in each of the selected industries which appeared 
for the last three ccnsecutive years in either of the lists. 
This technique yielded a sample that contained twenty-eight 
companies in the apparel industry, fifty-two companies in 
the wocd industry, sixty companies in the chemical industry, 
and nineteen companies in the aerospace industry. The only 
exception to this procedure occurred in the aerospace 
industry. This group constituted the smallest portion of the 
sample. In order to increase the potential data collected, 
an additional firm was included with gross revenue just 
under tbs cut-off for inclusion in the Fortune‘s lists. 

Return on sales, and change in sales were selected as 
performance criteria, using data for the three most recent 
years. Return on sales, and change in sales rates for each 
firm were compared against the industry medians published by 
Fortune. Any company whose calculated rates ware higher than 
the industry median in both categories for all three years 
was considered to be a "hi gh- per for a er" . The remainder of 
the companies were considered to be "low-performers" for the 
purposes of this research. 

E. SIZE 

In order to account for the effect that size may have on 
the budgetary processes, the selected firms were classified 
as either "small" or "large" within each industry. The 
criterion for this classification was the particular list 
that a firm appeared on. If it was on the largest five- 
hundred list for at least one year out of the three exam- 
ined, then it was considered to be a "large" company. If, on 
the other hand, the company never appeared on the largest 
list, then in was considered "small" for purposes of this 
study. 
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III. BBS E&aCH STRAT2GY 

The strategy for collecting zhs data combined che usage 
of personal interviews, telephone interviews, and mailed 
survey questionnaires. Bach firm in me sample was mailed a 
letter introducing the project and soliciting participation. 
These letters were addressed zo the Chief Financial Officer, 
or commensurate corpcrats level manager. A telephone call 
was then made to the addressee to determine each company's 
willingness to participate, and the degree of pa rticr pation 
that could be expected. Each firm was asked to provide an 
interview with a manager who could describe the mechanics of 
the budgetary system in the organization. These interviews 
were, for the most part, conducted with a corporate level 
executive, usually the Chief Financial Officer, Controller, 
or planning manager, dost of the companies agreed to the 
telephone interviews, and an audio tape recording of each 
was made. A few companies requested that their input be via 
the written format, and one corporate official was inter- 
viewed in person. The chief financial officer, or person 
granting the "mechanics" interviews was asked to provide the 
names and addresses of at least fifteen of the lowest level 
profit-center managers in the company for participation in 
the behavioral part of the survey. If the company did not 
have profit centers, or was reluctant to grant permission to 
survey its profit-center managers, than major cost-center 
managers were substituted. Approximataiy ninety percent of 
the respondents were profit-center managers. Generally, the 
profit-center managers were division managers. Five compa- 
nies in the apparel industry, six in the wood industry, 
fourteen in the chemical industry, and ten in the aerospace 
industry participated in the "mechanics" interviews. 
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However, as can ba seen below, not all of these companies 
agreed zc participate in the "benavioral" survey. 

The managers identified for the "behavioral" survey were 
senr individual packers containing insrrucricns for 
complering and returning the survey. As planned, rhe 
majoriry of responses were received airecrly iron one 
manager being surveyed. In total, two-aundrsd and thirty-six 
participants were provided. A break-down of the "behavioral" 
participants by industry follows: 

1. apparel: four companies provided fifty-eight partici- 
pants 

2. wood: five companies provided forty-six partrcipants 

3. chemical: ten companies provided eighty participants 

U. aerospace: seven companies provided fifty-two partic- 
ipants 

Cne-hundred and eighty of the questionnaires were completed 
and returned in time to be incorporated in the analysis 
presented in this thesis, for a net participation rate of 
seventy-six percent. A break-down of "behavioral" respon- 
dents by industry follows: 

1. apparel: thirty-seven responses 

2. wood: thirty responses 

3. chemical: sixty-seven responses 

4. aerospace: fcrty-six responses 
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IV. MlkKsis 

The analysis for this research aas been broken down nnro 
two areas. The first is a descriprive profile of the saapled 
firms in each of the four industries prepared from the 
"mechanics" interviews. The second area is a sratistical 
analysis of the "behavioral" data. 

A. PHOFILES 

I ndu st r V 

Five firms from the apparel industry participated in 
the "mechanics" portion of the research. They were organizsl 
mainly along product lines winh the exception of one company 
that was organized functionally. Decision-making was more 
centralized in this industry than an any of the other three 
industries. 

The majority of the firms had profit centers within 
their organizations. Three of the five companies had formal 
long-range financial plans with horizons ranging from three 
to five years. These long-range plans were prepared and 
updated cn an annual basis. All of the companies had annual 
budgets that contained detailed information broken down to 
the cost-center level. The annual budgets were prepared for 
monthly, or monthly and quarterly increments. The three 
firms that had formal long-range financial plans updated 
their annual budgets on either a quarterly or yearly basis. 
The two firms that had no formal long-range financial plans, 
did not update their annual budgets. All five firms did 
extensive variance analysis. 

The three companies that had formal long-range 
financial plans also had a corporate budgeting or planning 
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manual, or were in the process of developing one for iame- 
diare use. The two firms that bad no formal long-range plan 
had no ccrporare planning or budgecing manual, and issued 
little or no guidelines and assumptions for the preparation 
of the budget. The other three firms issued extensive guide- 
lines and assumptions regarding the economy, inflation, 
labor rates, materials costs, overhead costs etc. 

There was a wide variety of responses concerning tne 
actual budget formulation and approval process, and there 
was no observable pattern for the usage of: flexible or 

zero-based budgeting, or computerized models or simulations. 
Those companies that had formal long-range financial plans 
tended to make greater usage of data processing assistance 
in the budgetary process. 

Two of tne three firms with long-range plans were 
high performers, and one was both a hrgh performer and a 
large company. Both of the companies without long-range 
plans were small firms, and neither was a high perfqrmer. 

2 • Ihj I nd ustr v 

Six firms from the wood industry participated in the 
“mechanics" research. The sample contained four large 
firms, two of which were high performers. Of the two small 
firms one was a high performer. The companies tended to be 
more decentralized than those in the apparel industry, with 
no clear organizat icnal structural patterns for the sample 
as a whole. All of the companies had formal long-range 
financial plans with horizons that ranged from three to 
fifteen years. These plans were prepared on a yearly basis 
and were all updated at least annually. All the firms in the 
sample had annual budgets that were broken down for entities 
below the corporate level, (as far as cost-centers within 
factories) . The annual budgets were generally broken down on 
a monthly basis and were all updated within the budget year 
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except for cne company. There appeared zo be significant 
emphasis placed upon variance analysis by all the companies 
in the sample. Two of the firms had a corporate budgeting or 
planning manual and these firms also issued guidelines and 
assumptions to their managers that prepared formal budget 
inputs. The ether firms issued no guidelines or assumptions. 
There was no evident pattern relative to the usage of flex- 
ible or zero-based budgeting technigues. host firms did not 
use computer generated models or simulations. 

All of the firms made use of data processing in the 
budgetary process, but only two had remote interactive 
terminals available. The formulation and approval process 
appeared tc be bettom-up, with many iterations and reviews 
before the final approval by corporate management. 

2* Che mica 1 indust ry 

The sample fer the chemical industry contained four- 
teen companies. Nine were large. Five large and two small 
companies were high performers. The corporate structures 
varied greatly (many of the firms were highly diversfied, 
two of them derived less than fifty percent of their 
revenues from chemical related activities). There appeared 
to be more centralized d ecision-malcing in this industry 
however, than in the wood industry. Virtually all of the 
companies had profit centers within the organization. All of 
the companies, except for one, had a long-range formal 
financial plan with horizons of three to five years. Most 
were prepared on an annual basis. All the firms had annual 
budgets brolcen down for entities below the corporate level, 
for the majority down to the cost-center level. The annual 
budgets were brolcen down on either a monthly or a quarterly 
basis, or a combination of the two. All were updated at some 
time during the fiscal year. The majority of the companies 
had a corporate budgeting or planning manual, and provided 
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guidelines and assumptions to managers preparing the budget 
inputs. The guidelines and assumptions concerned economic, 
labor, overhead, and other industry-related data. Only zvo 
firms provided profitability constraints or profit targets. 
Extensive variance analysis was performed by every firm in 
this industry. 

The formulation process typically contained many 
iterations. Final approval usually rested with top level 
corporate management. Very little use was made of flexible 
or zero-based budgeting techniques. All of the firms mads 
extensive use of computers in the budgetary process. Most 
used both interactive and batch facilities. The majority of 
companies had computerized models or simulations availaole, 
and used them for budget related activities. 

Indu s t ry 

Ten companies from the aerospace industry partici- 
pated in the "mechanics" portion of the research. Seven of 
the companies had profit centers within their organizations. 
Host of the companies ware organized into product or 
product-group segments. The sample contained four companies 
that derived less than fifty percent of their revenues from 
the aerospace industry^ Of the large companies, three were 
high performers. Two of the small companies were high 
performers. 

All of the companies had formal long-range financial 
plans. Host were prepared annually and broken down by years, 
however two companies used quarterly or monthly and quar- 
terly intervals for preparing the long-range plan. One of 
the companies used a multiple year increment for preparing 
its formal long-range financial plan. The long-range plans 
had horizons that varied from two to ten years. All were 
updated on an annual cr more frequent basis. The long-range 
plans for this industry contained the most detail, and 
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extended farther (on average) than any of the other three 
industries in the study. 

All of the companies had vary detailed annual plans, 
broken out for cost-centers, except for one firm that did 
not identify formal budget information below the divisional 
level. All of the high performers updated their annual 
budgets at sometime during its cycle, .lost were updated on a 
quarterly or monthly basis. Two of the low performers did 
not iipdate their annual budgets. 

No pattern could be detected for the use of planning 
manuals. Approximately half the companies did not use them. 
Virtually all of the companies issued guidelines and assump- 
tions to managers preparing budget inputs. Variance analysis 
was used extensively by all or the companies. 

Much of the budget formulation and revision process 
was based on contracts that had bean awarded to the company. 
Manufacturing, tooling, labor, material, and engineerrng 
costs were identified as a result of the contract bid and 
estimaticn process, and then incorporated into the budgets. 
Overhead was sometimes considered in a separate budget. 
Corporate level involvement for the large, high performing 
companies was generally limited to a review of summery data. 
Corporate level action to revise these budgets appeared to 
be limited to an "cn exception basis", rather than as a 
matter of standard operating procedure. Nine of the compa- 
nies had extensive electronic data processing assets avail- 
able for use in the budgetary process. The same nine had 
computer generated models and simulations available. No 
pattern could be detected for the use of either flexible, or 
zero-based techniques. This industry demonstrated mere 
decentralized decision-making than any of the other three 
industries. 
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B. ANALYSIS OF THE BEHAVIORAL QUEST lOMNAIRS 



Ths factor analysis of the "behavioral" iara resulted ir. 
twelve factors which closely matched the scales used to make 
up the "behavioral" questionnaire. The first eighteen vari- 
ables loaded on six factors that accounted fcr sixty-five 
percent, and the remaining variables loaded on six factors 
that acccunted for fifty-sight percent of the total variance 
in the responses. Fcr the first eighteen items taken from 
Merchant's factor analysis of the Swiefnnga and Moncur ques- 
tionnaire, the main difference between this faccor analysis 
and that of Merchant's was in the ranking of the factors 
rather than in their structure. In fact, only two items out 
cf eighteen were classified differently. The significance 
of this observation cannot be overlooxed for it implies that 
those factors that were significant to describe the budg- 
etary behavior in the electronics industry (waich was the 
object of Merchant's research) are also significant to 
describe the budgeting behavior of managers in four ether 
industries. Appendix D. and E. list the factors, and highest 
loading variables resulting from the factor analysis. The 
cut-off point chosen to include a variable within a factor 
was a loading of .40. 

C, HYPOTHESIS TESTING 

As described in Chapter II, two hypotheses were tested 
in this research, which expressed in their null fora were 
the following: 



1. There are no differences in the budgetary processes 
of firms operating in different industries. 
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2 . 



There are no differences in the budgetary processes 
of high and low performing firms withrn the same 
industry. 

In order to test each hypothesis, two discriminant analyses 
were conducted, the first one to determine wne-hsr nhere 
were differences in the responses between industries, and 
the second one to determine whether there were differences 
between the high and Icw-pa rf ormers within an industry. 

In all cases the results of the discriminant analysis 
showed that both hypotheses must be rejected. For the anal- 
ysis between industries, the percentage cf cases correctly 
classified was ninety-five percent on the first eighteen 
items, and ninety-^one percent on the other fcur scales for 
the apparel industry. For the wood industry, the percent- 
ages were respectively ninety-five and one hundred; for the 
chemical industry they ware eighty-nine percent and ninety- 
five percent and for the aerospace industry, eighty-five 
percent and eighty-nine percent. These percentages indicate 
a clear difference between the four industries on both parts 
cf the questionnaire. 

The discriminant analysis of high and low-performing 
companies within an industry showed similar results. For the 
first eighteen questions, Ninety-two percent of the high- 
performing companies in the apparel industry were correctly 
classified, as were ninety-cne percent of the low performing 
companies. Ninety-six percent of the high-performing, and 
eighty two percent of the low performing apparel companies 
were correctly classified for the remainder of the "behav- 
ioral” questionnaire. In the wood industry only sixty-three 
percent of the high-performing companies were correctly 
classified regarding the first eighteen items, however 
ninety-one percent of the low-performing companies were 
correctly classified for the same questions. One hundred 
percent of the high and low performing companies in the wood 
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industry wars ccrrsctly classified for the other items of 
the "behavioral** questionnaire. One hundred percent of the 
high and 1 cw- pe rf or ming companies in the chemical industry 
were correctly classified for the first eighteen questions, 
and the percentage cf correct classifications for both the 
high and low perfcrmers for the remaining items was 
eighty-one percent. In the aerospace industry, one hundred 
percent of the high and low-performing companies were 
correctly classified for the first eighteen items, and 

eighty-one percent cf the high-perf orningand ninety-five 
percent cf the low- perf ormi ng corapanaes were correctly clas- 
sified for the remaining items: 

These data demonstrate that there are clear differences 
between high-per forming and low-performing companies within 
each of the four industries. In order to examine more 
closely the differences and their nature, analyses cf vari- 
ances were conducted on the factors across the industries. 

D. THE ANALYSES OF VARIANCES 

The purpose of this research was to test some aspects cf 
the contingency model of management, specifically whether, 
and how, firms operating in different economic and technical 
environments adapted their budgeting processes to the nature 
cf their respective environments. In order to learn the 
nature of the differences between industries, analyses of 
variances were conducted on each cf the factors, and on each 
of the variables within a factor. Results snowed that on 
every factor, except for one, there were statistically 
significant differences between the industries. There were 
also statistically significant differences in twenty-three 
of the fourty-three individual variables that were tested. 
Appendix F. and G. illustrate the factors and the variables 
that were tested for differences between industries, along 
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with tha F values and probabilities of exceeding F for the 
variables that had statis tically different values across 
industries. 2ach industry* s mean response is also presented 
in order tc demonstrate the direction of responses in an 
industry. Further research into the differences between the 
high and lew-performing companies within an industry, is 
highly recommended. 
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7. CONCLUSIONS 

The four industries differed signif icanrly in rhe level 
of decenxraiizat ion of the budgetary process and the signif- 
icance atxached xo perforoiance against the budgsx. 

The apparel industry is dsscrioed first as it stands out 
clearly fronj the other three industries. This industry was 
the most centralized of the three and attached the acst 
inportance to acnieving the budget targets. The profit 
center managers reported a high involvement with details 
when budgeting, reporting, and explaining variances. Given 
the high hierarchical level of the respondents, these 
answers suggest a very centralized process. Furthermore, 
they also assigned the highest scores of the four industries 
when answering the questions regarding their top manage- 
ment's attention to details and ability to identify slack in 
the budget. Finally, they reported the least ability to 
manipulate their budgetary data in order to retain some 
safety margin for themselves. The answers are consistent 
with the answers to the questions dealing with the decen- 
tralization of decision-making which were included in the 
"mechanics" questionnaire, and which indicated that the 
apparel industry was, formally, the most centralized of the 
four industries. 

The budget in the apparel industry appeared to be an 
important tool which received a great deal of emphasis. The 
profit center managers reported the strongest link of the 
four industries between the budget performance and the 
corporate reward system. They agreed that performance 
against the budget was an important factor for career 
advancement, and they also reported the highest sense of 
personal satisfaction and feeling of accomplishment in 
connection with achieving the budget. 
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The profiles for the other three industries were acre 
difficult to sketch out as they were more "middle of the 
road". Patterns for the industries in Duncan's tv»o middle 
cells, the wocd and paper and the chemical industry, were 
especially hard to detect. The budgetary process was signif- 
icantly less centralized, however, than in the apparel 
industry. Tne profit-center managers reported signif icantly 
less involvement with details, the frequency of involvement 
being expressed by the answers "occasionally" to" often", as 
opposed to "always" to "often" in tne apparel industry. They 
also viewed their top managements as less involved with 
details and the issue of budgetary slack. Finally, the link 
between budget perfcrmancs and career advancement was not as 
strongly expressed as in the apparel industry. Personal 
satisfaction in connection with achieving the budget, 
aithougn clearly expressed, was not as strongly expressed as 
in the apparel industry. 

The industry in Duncan's fourth cell, the aerospace 
industry, was either similar to the wood and chemical indus- 
tries, or to the apparel industry. In only two instances, 
was the aerospace industry markedly different from the other 
three. The profit-center managers reported going to their 
superiors for advice cn how tc achieve their budgets consid- 
erably mere often than those in the other three industries. 
The aerospace managers scored "often", versus a response of 
"occasionally" in the other industries. They also reported 
the highest need to protect themselves by submitting budgets 
that can be safely attained. 

On a number of dimensions, the aerospace industry's 
scores were either close to those of the apparel industry, 
or in between those of the apparel, and those of the wood 
and the chemical industries. The requirements for explaining 
the variances and reporting on the corrective actions taken 
were similar to those in the apparel industry. Like the 
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apparel industry managers, rhs aerospace industry managers 
also expressed a high feeling of accomplishment and personal 
satisfaction when achieving the budget. On all the ether 
dimensions, the aerospace industry strongly resembled the 
chemical and wood industries. 

The nature of the differences described between the 
apparel and the other three industries is consistent with 
the differences in their environments. The apparel industry 
represents Duncan’s cell one, that is the environment with 
the lowest level of perceived uncertainty. The type of 
control system that best "fits" this environment is cne 
where decision-malcing is centralized, and budgetary control 
tightly implemented, (two characteris tics which were 
observed tor the apparel industry). 

Findings for the aerospace industry, Duncan’s cell four, 
representing tne environment witn the highest level of 
uncertainty, however, were not as dramatically different 
from the ether industries as cne might have expected. On two 
items it differed markedly from the other three industries 
and these differences were consistent with an uncertain 
environment. First, the managers reported more interactions 
with their superiors, which is consistent with Lawrence and 
Lorsch's observation that firms operating in more complex 
environments need mere elaborate integrative mechanisms 
[Ref. 10]. Second, they expressed a stronger concern for 
developing budgets that could be safely obtained, which can 
be interpreted as an attempt to reduce the perceived uncer- 
tainty. 

The similarities reported between the apparel and the 
aerospace industries are not surprising. They are consistent 
with Fiedler’s findings that a more authoritarian and task- 
oriented leadership style may be the most effective for 
highly programmable and structured tasks, as well as for 
other extremes, ie. unprogrammable , and ambiguous tasks. 
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fiedler explained the latter by a need to reduce the level 
of uncertainty so that an organization can operate effec- 
tively [Hef. 11]. On a large number of items, however, the 
aerospace industry cculd not be dis tinguished from the wood 
and the chemical industries. Furthermore, these two indus- 
tries, representing respectively Duncan's cells tvc and 
three, also could net be easily distinguished from each 
other. Further analysis is needed on the data to see if 
patterns may be distinguished. 

Overall, however, the data supported what this research 
set out to do, that is, it clearly showed that firms in 
different economic and technical environments do adapt therr 
budgetary processes xc the nature of their respective envi- 
ronments, and therefore nt supports the contingency theory 
cf budgetary systems in different industries. 
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APPENDIX A 



Factors and Components Comprising the Organizational 
Internal and External Environment 



Internal Environment 



1. Organizational Personnel Component 

A. Educational and technological background and skills, 

B. Previous technological and managerial skill, 

C. Individual member's involvement and commitment to 
attaining system's goals, 

D. Interpersonal behavior styles, 

E. Availibility of manpower for utilization within the 
system, 

2. Organizational Functional and Staff Units Component 

A. Technological characteristics of organizational units, 

B. Interdependence of organizational units in carrying 
out their objectives, 

C. Intra-unit conflict among organ i zat i on al functional 
and staff units, 

D. In ter- unit conflict among organizational functional 
and staf f units, 

3 . Organ i zational Level Comiponent 

A. Organizational objectives and goals, 

h. Integrative process integrating individuals and groups 
into contributing maximally to attaining organizational 
goals , 

C. Nature of the organization's product services. 



External Environment 



4. Customer Component 

A. Distribution of product of services 

B. Actual users of product or service, 

5 . Suppliers Component 

A. New materials suppliers, 

E. Equipment suppliers, 

C. Product parts suppliers, 

D. Labor supply, 

6. Competitor Component 

A. Competitors for suppliers, 

B. Competitors for customers. 
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7. Socio-political Component, 

A. Government regulatory control over the industry, 

B. Public political attitude towards industry and 
it's particular product, 

C. Relationships with trade unions with jurisdiction 
in the organization, 

8. Technological Component 

A. Meeting new technological requirements of own 
industry and related industries in production 
of product or services, 

B. Improving and developing new products by imple- 
menting new technological advances in Uie 
industry . 
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APPENDIX -B 



Environmental State Dimensions and Predicted Perceived 
Uncertainty Experienced by Individuals in 
Decision Units 



Simple 



Complex 



Cell 1 

low perceived uncertainty 



Cell '2' 

moderately low perceived 
uncertainy 



1) Small number of factors and 
components in the environ- 
ment 

2) Factors and components are 
somewhat similar to one 
another 

3) Factors and components remain 
basically the same and are 
not changing 

Cell 3 

moderately high perceived 



1) Large number of factors and 
components in the environ- 
ment 

2) Factors and components are 
not similar to one another 

3) Factors and components re- 
m.ain basically the same 



Cell t 

hich perceived uncertainty 



Dynamic 

1) Small number of factors and 
components in the environ- 
ment 

2) Factors and components are 
somewhat sim.iiar to one 
another 

3) Factors and components of 
the environment are in con- 
tinual process of change 



1) Large number of factors and 
components in the environ- 
ment 

2) Factors and components are 
not similar to one another 



3) Factors and components of 
environment are in a con- 
tinual process of change 






APPENDIX C 



Factor Loadings of Budget-Related Behavior Items 
(from Merchant's Research) 

FCTR! Title and Items Loading > .MO 1 \% of 

1 1 Ldng 1 var . 

1 ! REQUIRED EXPLANATIONS OF VARIANCES 1 1^42.6 



I am required to submit an explanation in | 

writing about causes of large budget var i ances 1 . 77 
I am required to report actions I take to 

correct causes of budget variances 1.75 

I am required to prepare reports comparing 1 

actual results with budget 1.66 

I am required to trace the cause of budget 1 
variances to groups or individuals within my I 
department 1.66 



2 1 INFLUENCE ON BUDGET PLANS 1 



1 The budget is finalized only when I am 11 

Isatisfied with it 1.67 1 

1 New budgets include changes I have suggested .. 1 . 66 I 

3 1 INTERACTIONS WITH SUBORDINATES 1 1 8.8 



I discuss budget items with my subordinates 1 

when problems occur 1.57 

I work with my subordinates in preparing the 1 

budget for my department 1.57 

I evaluate my subordinates by means of the I 

budget 1.53 



I REACTIONS TO EXPECTED BUDGET OVERRUNS 1 1 6.3 



II find it necessary to charge some activities 1 1 

I to other accounts when budgeted funds for 1 1 

Ithese activities have been used up 1.91 1 

II have to shift figures relating to operations! 1 

I to reduce budget variances 1.75 I 

II find it necessary to stop some activities ini 1 

Imy department when budgeted funds are used up.I.di 1 

I “ I ' 

I — — I — — 1 

5 1 INTERACTIONS WITH SUPERIORS 1 1 5.5 



I work with my superior in preparing the bud- 1 

get for my department../ 1.53 

I am consulted by my superiors about special 1 
factors I would like to have included in the 1 

budget being prepared ! • 5.1 ' 

I go to my superior for advice on how to I 

achieve my budget 1.50 



6 1 PERSONAL INVOLVEMENT IN BUDGETING ! 1 4.7 



I investigate favorable as well as unfavorable! 

variances for my department 1.52 

Preparing the budget for my department re- 1 
quires my attending to a great number of I 

details 1.52 

I personally investigate budget variances in 1 
my department. I .47 



Merchant, K. A . , The Design of the Corporate Budgeting 
System : influences on Management Behavior and 
Performance , The Account Review, October, 1981. 
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APPENDIX D 

Factors and Variables of Budget-Related 
Behavioral Items (Current Study) 

J of 

Title and Items Loading > .40 Ldng Var 



1. Required Explanations of Variances ! | .24 



I am required to prepare reports comparing actual' 

results with budget 1.85 

I am required to submit an explanation in writingl 

about causes of large budget variances 1.87 

I am required to trace the cause of budget 1 

variances to groups or individuals within my 1 

department 1.72 

I am required to report actions I take tc correct 1 
causes of budget variances 1.7 3 



2. Interactions with superiors 1 1.11 



I work with my superior in preparing the budget 1 

for my department 1.84 

I am consulted by my superiors about special 1 

factors I would like to nave included in tne I 

bucget being prepared 1.83 

I go to my supervisor for advise on how to 1 

achieve my budget 1.59 



3. Personal Involvement in Budgeting 1 I .C9 



preparing the budget for my department requires 1 

my attending tc a great number of details 1.52 

J investigate favorable as well as unfavorable 1 

variances for my department 1.62 

I personally investigate budget variances in my 1 

depar tment 1.81 

I discuss budget items with my subordinates when 1 
problems occur 1.51 



4. Reactions to Budget Overruns 1 1 .09 



I find it necessary tc charge some activities to 1 
other accounts when budgeted funds for these 1 

activities have been used up 1.89 

I have to shift figures relating to operations to 1 
'•educe budget variances 1.89 
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5. Interactions With Subordinates I 1 .07 



I work with ray subordinates in preparing the ! 1 

budget for ray department 1*92 I 

I evaluate my subordinates by means of the budgetl.MI [ 

I I 

1 -t 

6. Influence On Budget Plans I 1 .05 



New budgets include changes I have suggested !.75 

The budget is finalized only when I ara satisfied ' 

with it 1.61 

I find it necessary to stop some activities in my I 
department when budgeted funds are used up 1.^1 



» Ldng = Loading 

' of Var = Percentage of Variance 



37 



APPENDIX E 

Factor Loadings of Motivational and Attitudinal 
Items (Current Study) 

J of 

Title and Items Loading >.U0 * Ldng Var. 



1. Link With the Corporate Reward System I 1.27 



Budget performance is an important factor in | 

advancing my career 1.55 

Meeting the budgeted goals consistently will im- 1 

prove a manager's job security 1.83 

Exceeding budgeted performance will lead to more 1 

responsibility ; . 70 

Good budget performance is a prerequisite to 1 

advancement 1.69 

Pay increases are closely tied into budget per- 1 

formance 1.68 

My talents will be better recognized if my depart-1 

ment attains the budget 1.55 

I will have better relations with my supervisor ifl 
my department performs well in relation to the 1 

buGget 1.^7 



2. Intrinsic Motivation and Attitudes 1 1.09 



Good performance relative to budgeted levels gives! 

me a feeling of accomplishment 1.68 

The budget enables me to be a better manager l.do 

Managing to achieve budgeted levels contributes to 1 

my personal growth and development 1.57 

I get a great sense of personal satisfaction when 1 
my department’s performance compares favorably 1 

with the budget 1.9^ 

Thebudgetenablesme to keep track of my successl 1 

as a manager 1.67 



3. Slack in the Budget 1 1.06 



Top management receives detailed information on 1 

the activities of my department 1.60 

My supervisor has enough information to know if 1 

there is slack in my budget 1.88 

Top management has a way to know if there is slackl 
in a departmental budget 1.31 
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u. Ability To Manipulate the Budgetary Process 1 '.06 



To protect himself, a manager submits budgets that! 

can be safely attained 1.72 

In good business times, my supervisor is willing | 
to accept a reasonable level of slack in my budget[.8l 
With some skill, a manager can make his perform- ! 
ance look just as he wants 1.^5 



5. Usefulness of Budg^-ing 1 1.05 



If I am having tr.,>ble meeting the budget, the 1 

controller can often help me out 1.55 

The budgeting system assists my department's 1 

efforts to improve methods of production 1.51 

The budget encourages me to be more inno vat i ve . . . . 1 . ^^0 
The budget enables me to be more flexible 1.76 



6. The Budget Gam.e 1 1 .05 



It is sometimes necessary to make expenditures 1 

which might other wise not be made so as to avoid 1 

budget reductions in the next period 1.66 

. To be safe, a manager usually sets two levels of I 
standards; one between hi.mself and his boss, and I 

another between himself and his subordinates 1.53 

Slack in the budget is good to do things that can 1 
not be officially approved 1.6l 



* Ldng = Loading 

* of Var.= percentage of Variance 
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APPENDIX F 



ANALYSIS OF VARIANCE, BUDGET- RELATED "BEHAVIORAL ITEMS" 

(current study) 



Title and Items 

( .05 cut-off) 



F Prob 
Value >F 



Industry Mean 
Responses 
II III IV 



1. Required Explanations 

of Variances 3-92 .01 



I am required to prepare re- 
ports comparing actual re- 
sults with budget 


3.11 


.03 


1.78 


2.34 


2.44 


1.86 


I am required to submit an 
explanation in wi'iting about 
causes of large budget 
var'iances 


6.16 


.0006 


1.84 


3.03 


.2.76 


2.51 


I am required to trace the 
cause of budget variances 
to groups or individuals 
within ray deoartment 


5.78 


.001 


2.00 


2.97 


2.91 


2.40 


I am required to report 
actions I take to correct 
causes of budget variances.. 


6.53 


.0004 


2.24 


2.83 


2.98 


2.21 


2. Interactions With 














Super iors 


2.52 


.05 










I go to my supervisor for 
advice on how to achieve 














my budget 


4.41 


.005 


3.00 


3.41 


2.71 


2.37 


3. Personal Involvement in 














Budgeting 


4.77 


.005 











Preparing the budget for my 
department requires my 
attending to a great number 



of details ... . 


5.17 


.002 


1.59 


2.28 


2.48 


2.37 


I investigate 


favorable as 












well as unfavorable 












variances for 


my department . 3 . 20 


.02 


1.30 


1.86 


1.77 


1 .62 
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3.15 .05 



4. Reactions to Budget 
Overruns 



I find it necessary to 
charge some activities to 
other accounts when 
budgeted funds for these 
activities have been 

used up 6.77 .0003 4.16 3.93 3.97 4.58 



5. Interactions with 

Subordinates NA 



I evaluate my subordinates 



by 


means of the budget... 


. . .2.87 


.04 2.32 2.45 2.86 2.48 


6. 


Influence on Budget 
Plans 


4.79 


.005 



NA NA 
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APPENDIX G 



ANALYSIS OF VARIANCE, MOTIVATIONAL AND ATTITUDINAL ITEMS 

(current study) 



Industry Mean 
F Prob Responses 



Title and Items ( .05 



cut-off) 


value 


>F 


I 


II 


III 


IV 


1 . Link with the Corporat-e 














reward system 


2.12 


.003 










Budget performance is in 
important factor in ad- 
vancing my career 


. .4.26 


.006 


4.09 


3.66 


3.43 


3.70 


Meeting the Budgeted goals 
consistently will improve a 

manager's job security 

Exceeding budgeted per- 
formances will lead to more 


. .2.61 


.05 


3 . 60 


3.55 


3.21 


3-36 


responsibility 


. .4.90 


.003 


3.00 


3.00 


2.88 


2.57 


Pay increases are closely 
tied into budget perform.^nce 
My talents will be better 


. . 3.81 


.01 


3.29 


3.17 


2.67 


2.86 


recognized if my department 
attains the budget 


. . 2.93 


.04 


3.71 


3.48 


3.22 


3.39 



2. Intrinsic Motivation and 

Attitudes 1-93 *02 



Good performance relative to 
budgeted levels gives me a 
feeling of accomplishment... 
The budget enables me to be 

a better manager 

I get a great sense of per- 
sonal satisfaction when my 
department’s performance 
compares favorably with the 
budget 



3. Slack in the Budget 



3.62 .01 4.37 4.00 3-93 4. 18 

2.73 .04 iJ.29 3.93 3.87 3.91 

5.74 .001 4.23 3.76 3.70 4.09 
4.32 .01 



Top management receives de- 
tailed information on the 

activities of my department .. .5.70 .001 4.06 3.69 3.25 3.45 
Top management has a way to 
know if there is slack in a 

department budget 3.19 .03 3.74 3.21 3.21 3.30 
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4. Ability to Manipulate the 



Budgetary Process 


4.55 


.009 










To protect himself, a manager 
submits budgets that can be 
safely attained 


2.74 


.04 


2.22 


2.52 


2.58 


2.82 


In good business times, my 
supervisor is willing to 
accept a reasonable level of 

slack in my budget 

With some skill, a manager can 
make his performance look just 


2.96 


.03 


2.74 


2.55 


3.09 


2.75 


as he wants 


3.81 


.01 


2. 14 


2.31 


2.63 


2.59 


5. Usefulness of Budgeting 


2.77 


.05 










The budget encourages me to 
be more innovative, 


2.78 


.04 


3.57 


3.41 


3.09 


3.52 


6. The Budgeting Game 


3.40 


.02 
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